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WITNE§S IDEQTIFICATIQN 1§_ND PU_RPOSE_OF TQTIMQNY

Please state your name and business address.

My name is  Mark E. Garre tt. My business  address  is  50 Penn Place , Suite  410, 1900 NW

Expressway, Oklahoma City, Oklahoma 73118.

Are you the same Mark E. Garrett that presented Direct Testimony in this docket on

June 24, 2016?

Ye s .

On  wh o s e  b e h a lf a re  yo u  a p p e a rin g  ill th e s e  p ro c e e d in g s ?

I am appea ring on beha lf of Ene rgy Freedom Coa lition of America  ("EFCA").

What is  ERICA's  interes t in this  proceeding?

ERICA's primary interest in this  proceeding is  to mainta in and encourage consumer choice

a nd fa ir ra te s , pa rticula rly a s  it a pplie s  to the  Compa ny's  s ola r cus tome rs  a nd thos e

customers who hope to power their homes and businesses with solar in the  future .

What is  the  purpos e  of your s urrebutta l tes timony?

The  majority of my direct te s timony addressed Tucson Electric Power Company's  ("TEP"

or the "Company") proposed new three -part ra tes  for NEM customers . The  Commiss ion

is sue d a n Orde r on Augus t 23, 2016, de te rmining tha t the  sola r dis tribute d ge ne ra tion

is s ue s  will be  a ddre s s e d  s e pa ra te ly in  P ha s e  2  o f th is  doc ke t. The  pu rpos e  o f th is
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1 surrebutta l testimony is  to address the  Company's  proposed demand ra tchets  for the  LGS

2 class  and the  proposed new MGS class . The  Company's  proposed demand ra tche ts  will

3 a ffect many cus tomers  with no prior expe rience  with demand ra te s  or demand ra tche ts .

4 The Company does not have  sufficient load and class  characteris tic his tory for the  newly-

5 formed MGS cla ss  to accura te ly indica te  whe the r a  demand ra tche t is  needed or how it

6 should be  se t. The  Commiss ion in the  re ce nt UNSE ca se  a rticula te d spe cific conce rns

7 re ga rding de ma nd ra tche ts . Give n this  dire ctive  from the  Commiss ion, I be lie ve  TEP 's

8 proposed demand ra tche ts  a re  particula rly ill-advised for the  new MGS class , and should

9 be  re j ected a t this  time. In addition, the  ra tche ts  for the  LGS class  should be  e limina ted.

11. S URREBUTTAL TO CRAIG A. J ONES

1 0 Q: Did the  Company dis agree  with your pos itions  on demand ra tchets ?

11 Yes. On page  64, lines  11-16, Mr. Jones  compla ins  tha t my position on demand ra tche ts

1 2 is  a  "s tep backwards" and tha t my pos ition shows a  "lack of concern" for cos t causa tion.

1 3 He contends  tha t my recommendation to remove  or reduce  demand ra tche ts  will result in

1 4 additiona l cos ts  be ing shifted to the  highes t load factor cus tomers  and thus , "flie s  in the

1 5 face  of sound ra te  making principles .7?

1 6

1 7 Q: Do you agree that demand ratchets reflect sound ratemaking principles?

1 8 No. In my direct tes timony I expla ined tha t TEP's  proposed demand ra tche ts  for LGS and

1 9 MGS classes do not accurately address cost causation, and that demand ratchets generally

20 do not encourage  an e fficient use  of the  sys tem. I furthe r te s tified tha t demand ra tche ts

2 1 are  inconsistent with the  sta ted goals  of economic development and job crea tion, and tha t
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1 they discourage  inves tment in va luable  energy s torage , which has  the  s ignificant benefit

2 of re ducing de ma nd a nd s tra in on the  grid, while  lowe ring ove ra ll s ys te m cos t. In the

3 Commiss ion's  re ce nt orde r in the  UNSE ca se , the  Commiss ion ha s  ra ise d ma ny of the

4 same concerns I have addressed in my direct testimony about the problems associated with

5 demand ratchets.

6

7 Q: What does the Commission say about demand ratchets?

8 In the  most recent UNSE case , Docke t No. E-04204A-15-0142, the  Commiss ion's  Order

9 makes it clear tha t demand ra tche ts  a re  s trongly disfavored. The  Commission specifica lly

1 0 directs  tha t in its  next ra te  case , UNSE is  to eva lua te  other methods , "tha t do not involve

1 1 ra tche ts ." The  Commis s ion re cognize s  tha t de ma nd ra tche ts  a re  proble ma tic. The s e

1 2 concerns are  expressed in the  following excerpt:

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

Demand ra tchets may be characterized as a  substitute  for ra tes that
a ctua lly re fle ct cos t ca us a tion. A ra te  s tructure  tha t include s
se a sona l, multi-tie re d de ma nd, a nd se a sona l TOU e ne rgy ra te s ,
would more  accura te ly match cost causa tion with revenue recovery
compa re d  to  the  us e  of ra tche ts [d e ma n d  ra tc h e ts  a re
proble ma tic  a nd  ca n  cre a te  ine qgita lg lp  re s u lts . In  a ddition ,
the re  s e e m to be  dis pa ritie s  be twe e n cos t_ca us a tion a nd cos t
re cove ry in ra te  cla s s e s othe r tha n LP S  a nd MGS , but no pa rty
intervened to identify any problems. However, without an adequate
a lte rna tive  in  this  re cord, we  de cline  to  e limina te  the  e xis ting
demand ra tchet s tructure , a t this  time.

2 4

2 5

2 6

2 7

2 8

2 9

3 0

3 1

In UNS E's  ne xt ra te  ca se , we  d irge _tl}e  Compa ny to  s e rious ly
consider designing rates that match cost ¢=11ss8!i92,as measured
by its  CCOSS, with revenue  recovery, and  to  eva lg itgme thods  of
revenue recovery that do not involve ra tchets. Seasonal, and on-
a nd off-pe a k de ma nd cha rge s  a re  e xa mple s  of a lte rna tive s  to
ra tche ts . It may be  appropria te  for the  LGS and MGS cla sses , for
e xa mple , to have a  de ma nd portion of the ir ra te  compris e d of a
s ta nda rd  de ma nd cha rge  p lus  a n  incre me nta l cha rge , if the
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l ma ximum de ma nd occurs  in a  pe riod othe r tha n off-pe a k, or the
pa rtia l pe a k pe riod in summe r. In the  winte r, the re  ma y not be  a n
incrementa l peak demand charge . Such ra tes  would recognize  the
differences in costs among generation sources, and between seasons
throughout the  year. Such ra tes  could s end proper cos t s ignals ,

2
3
4
5
6 unlike ratchets.

7
8
9

10

In addition, the  Company should eva lua te  consis tency in other ra te
compone nts  ... the  va rious  de s igns  s hould be  ba s e d on cos t
causa tion, and should be  cons is tent, fa ir and equitable , a nd n o t
mere ly s e lf-s e rving. (Emphasis  added).'

11 Q: What conc lus ions  do you draw from this  language  in  the  UNSE order?

12 The  e xce rpts  a bove  ma ke  it cle a r tha t the  Commis s ion ta ke s  a  dim vie w of de ma nd

13 ra tchets . The Commission recognized tha t demand ra tchets  can crea te  inequitable  results

14 and dispa ritie s  be tween cos t causa tion and cos t recove ry. As  a  re sult, the  Commiss ion

15 dire cte d UNS E to de ve lop a  ne w ra te  de s ign me thodology in its  ne xt ra te  ca s e . The

16 Commission a lso cautioned aga inst any ra te  designs tha t a re  "mere ly se lf-se rving." In my

17 vie w, the  ha rs h de ma nd ra tche ts  TEP  ha s  propos e d in this  ca s e  a re  not a de qua te ly cos t

18 ba s e d ,  a nd  re p re s e n t s e lf-s e rv ing  ra te  de s ign  on  the  pa rt o f TE P .2 In  lig h t  o f t h e

19 Commiss ion's  s trong la ngua ge  dire cting a  move  a wa y from de ma nd ra tche ts , it se e ms

20 TEP's request to impose similar demand ra tchets on the  newly-established MGS customer

2 1 cla s s  is  pa rticula rly ill-a dvis e d.

22

23 Q: What are your concerns regarding the new MGS class?

I See ALJ Report a t page 86, line 10 through page 87, line 8.
2 In my experience, demand ratchets  are not necessary, and even when they are used, they can be much less onerous
than the 75% ratchets  proposed by TEP. For example, Oklahoma Gas  &Electric Co. uses  a  25% demand ra tchet for
its  large commercial and industria l classes .

Surrebutta l Tes timony of Mark E. Garre tt
Docke t E-01933A-15-0322, E-01933A-15-0239

P a ge  6 of 10



1 The Company has proposed to establish a  new MGS class  which will move approximate ly

2 3,995 of the  S ma ll Ge ne ra l S e rvice  ("S GS ") cus tome rs  to a  ra te  cla s s  tha t include s  a

3 demand charge and 75% demand ra tchets.3 The  Compa ny a dmits  tha t this  ne w MGS

4 class  will cause  the  proposed 75% demand ra tche t to be  applied to a  group of customers

5 tha t has  not his torica lly been billed based on a  demand charge .4 In fact, TEP anticipa tes

6

7

tha t only 93 of a pproxima te ly 4,000 cus tome rs  will ha ve  ha d e xpe rie nce  with de ma nd

ra tche ts .5 Demand ra tche ts  crea te  numerous  problems even when they a re  imposed on

8 cus tomers  who a re  familia r with demand cha rges . He re , TEP  does  not have  necessa ry

9 historica l da ta  available  for this  new customer class, and cannot clearly show that the  75%

1 0 demand ra tche t will result in fa ir, just and reasonable  ra tes  for this  class . TEP is  unable  to

11 s ta te  with pre cis ion wha t the  future  billing de te rmina nts  will be  for this  cla s s , a nd ha s

1 2 admitted tha t they have  not ye t eva lua ted the  cus tomer impacts  ham movement to this

1 3 ra te .6 While  the  Company is  unsure  how this  group of cus tomers  will be  a ffected by the

1 4 de ma nd ra tche t, through a  curs ory re vie w, it ha s  a lre a dy ide ntifie d, "a  s e t of highly

1 5 seasona l customers  which would be  a ffected by the  move  to a  ra tche ted demand ra te ."7

1 6 Furthe rmore , TEP  ha s  ye t to provide  a dva nce d notice  to a ny of the  cus tome rs  to be

1 7 migra te d to the  MGS  ra te , notifying the m tha t the y will be  subje ct to a  ne w ra te  with a

1 8 de ma nd ra tche t.8 For the s e  re a s ons , the  Commis s ion s hould re je ct the  Compa ny's

1 9 proposa l.

3 Jones Direct at page 37, line 20.
4 See Jones Direct at page 34, lines 13-16.
5 Jones Direct page 37, line 20.
6 See TEP Response to STF-20.08 (d).
7 Id.
8 Id. a t sTF-20.08(a-b).
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1 Q: Why are you concerned that the Company is unclear about the impact its new rate

2 d e s ig n  will h a ve  o n  th e  MGS  Cla s s ?

3 Mr. J one s  ma ke s  a  s e rie s  of s ta te me nts  a bout how the  Compa ny ha s  a tte mpte d to e nsure

4 its  propose d ne w ra te s  a re  fa ir for the  cus tome rs  of the  MGS cla s s . Mr. Jones

5 a cknowle dge s  tha t the  Compa ny a n tic ipa te s  the  ne e d  to  mitiga te  the s e  e ffe cts .

6 Specifica lly, he  s ta tes :

7
8
9

10
11
12

It wa s  e s s e ntia l tha t we  ha d a  comple te  unde rs ta nding of the  billing
de te nnina nts  a s  we  modifie d the  provis ions  within the  ta riffs . For the
De ma nd Cha rge  in the  ne w MGS  cla s s , we  e va lua te d how the  billing
de te rmina nt cha nge s  will impa ct cus tome rs ' bills  a nd the  Compa ny's
revenues as the 75% ratchet is  applied to a  group of customers that has not
historica lly been billed based on a  Demand Charge .9

13
14
15
16
17
18
19
20
2 1

***

Extra  cons ide ra tion  mus t be  ma de  to  in fo rm a nd  work with  the s e
customers. Numerous methods of communica tions have  been considered,
de pe nding on the  le ve l of impa ct a nd, whe re  wa rra nte d, me thods  of
offe ring tempora ry billing cons ide ra tions  have  been eva lua ted to a llow a
customer some time  to acclimate  to the  new ra te  des ign. The  Company is
re que s ting tha t a s  e fforts  a re  ma de  to mitiga te  the  bill impa ct for the se
customers, a  temporary provision be  discussed and arranged that will a llow

22
23
2 4
25
26
27
28
2 9
30

***

S ince  the se  cus tome rs  a re  moving from a  non-de ma nd ba se d ra te  to a
demand based rate , low load factor customers, seasonal customers, cyclical
use customers, e tc. ma y s ee_unus ually high bill inl ets. An a tte mpt will
be  ma de  to mitiga te  a ny dis proportiona lly la rge  impa cts . P rior to the
hea ring the  Company would like  to discuss  options  with the  othe r pa rtie s
to a rrive  a t a  way to crea te  a  revenue  neutra l way to a llow this  mitiga tion
of impa ct to the  50 or so cus tome rs  the  Compa ny be lie ve s  will be  mos t
affected. (Emphasis added).11

31 I am concerned that although Mr. Jones indicates "an attempt will be made" to mitigate

9 J one s  Dire ct, pa ge  34, line s  12-16.
10 J ones  Direct, page  35, lines  2-8 .
11 J one s  Dire ct, pa ge  35, a t FN 9.
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1 disproportiona lly high impacts , he  does  not e labora te  on wha t those  impacts  may be , or

2 what the  Company plans to do to mitigate  those  impacts . He instead suggests  tha t prior to

3 the  hea ring the  pa rtie s  "discuss  options ." Furthe rmore , it is  conce rning tha t TEP has  not

4 ye t notified the  nea rly 4,000 cus tomers  unfamilia r with ra tche ts  tha t they will be  subject

5 to a  demand ratchet as soon as the new rates are implemented.

6

7 Q: At page 67, lines 4-9, Mr. Jones claims you have mischaracterized the facts regarding

8 the effects demand ratchets have on customer consumption behavior. Does the fuel

9 and purchas ed power component s uffic iently mitigate  the  cons ervation dis incentives

1 0 caused by a demand ratchet?

11 No. It is  inte res ting tha t Mr. Jones  re fe rs  to my tes timony as  a  "mischaracte riza tion of the

1 2 facts ," ye t fa ils  to show any specific inaccuracy in e ithe r my facts  or ana lys is . Ins tead, he

1 3 mere ly shifts  the  focus  to the  "fue l and purchased power" component of cus tomers ' bills -

1 4 cos ts  which exis t rega rdle ss  of whe the r a  demand ra tche t is  implemented. The pass-

1 5 through of fue l a nd purcha s e d powe r cos ts  on cus tome rs ' bills  is  a  nonis s ue  in this

1 6 a na lys is -it is  not a  va lid jus tifica tion for imple me nting a  de ma nd cha rge  or de ma nd

1 7 ra tche ts . In my dire ct te s timony I a ddre ss  the  re le va nt is sue  be fore  this  Commiss ion

1 8 whether the  implementa tion of a  demand ra tche t would be  an incentive  or a  dis incentive

1 9 for cus tome r conse rva tion. This  a na lys is  doe s  not tum on whe the r fue l a nd purcha se d

20 powe r cos ts , or a ny othe r unre la te d bill compone nts , ma y inde pe nde ntly impa ct a

2 1 cus tomer's  consumption behavior. The  fue l and purchased power cos ts  will not change

22 one  way or the  othe r a s  a  re sult of the  Company's  proposed demand ra tche t. Thus , the
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1 fa ct tha t fue l cos ts  ma ke  up 26% of the  a ve ra ge  cus tome r's  bill ma ke s  no me a ningful

2 diffe re nce  in the  a na lys is , but me re ly s e rve s  a s  a  dis tra ction from the  fla ws  in the

3 Company's  proposa l.

111. CONCLUS1.QN

4 Q: What do you conclude from your review of the Company's rebuttal testimony?

5 In my re vie w of the  re butta l te s timony I found nothing tha t cha nge d the  opinions  a nd

6 recommenda tions  se t forth in my direct te s timony. Based upon the  Commiss ion's  recent

7 UNSE order, I recommend that TEP not be  a llowed to impose  demand ra tchets  in the  new

8 MGS  cla ss , a nd tha t the  LGS  ra tche ts  be  e limina te d. S ince  the  Commiss ion ha s  e ffe ctive ly

9 directed UNSE to e limina te  demand ra tche ts  in its  next ra te  case , I see  no reason in this

1 0 case  for TEP to expand the  use  of demand ra tche ts , particula rly to a  new customer class

1 1 for which the  Company has no his torica l da ta  to support its  proposed ra tchets .

1 2

1 3 Q: Does this conclude your surrebuttal testimony?

1 4 Ye s , it doe s . I will file  s urre butta l te s timony re la te d to NEM a nd s ola r ra te  de s ign is s ue s

1 5 in the subsequent Phase 2 proceedings.
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